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 The attached Proposal for Decision is being issued and served on all parties of 

record in the above matter on June 20, 2011. 
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P.O.  Box 30221, 6545 Mercantile Way, Lansing, Michigan 48909, and served on all other 
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Paperless Electronic Filings Program. No paper documents will be required to be filed 

in this case. 

 At the expiration of the period for filing exceptions, an Order of the Commission will 

be issued in conformity with the attached Proposal for Decision and will become effective 

unless exceptions are filed seasonably or unless the Proposal for Decision is reviewed by 

action of the Commission. To be seasonably filed, exceptions must reach the Commission 

on or before the date they are due. 
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PROPOSAL FOR DECISION 
 

I. 
 

HISTORY OF PROCEEDINGS 
 

 
On June 3, 2010, the Michigan Public Service Commission (Commission) entered 

an Order in Case No. U-15985 (June 3 Order), a rate case involving Michigan 

Consolidated Gas Company (Mich Con).  The June 3 Order required that within        

120 days, Mich Con was to “file in a new docket a detailed plan for moving inside 

meters to outside locations.”  June 3 Order, p 105.  In response to that directive, Mich 

Con filed the Application, along with supporting testimony and exhibits, at issue in this 

case.  In that filing, Mich Con seeks approval of a 10 year program that will replace an 

average of 12,790 meters every year at an annual cost of $22,300,000 (2012 dollars).  

Upon receipt of the Application, a case was opened, followed by a pre-hearing 

conference on November 18, 2010.  Counsel for Mich Con and Commission Staff 

appeared at that proceeding, during which a petition to intervene filed by Local 223, 
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Utility Workers Union of America, AFL-CIO (Local 223) was granted, and a schedule for 

the development of an evidentiary record was established.   1 TR 4-5. 

 During the hearing on March 22, 2011, Mich Con offered the direct and rebuttal 

testimony of its employees, Mr. Todd F. Persells, Director, Asset Management and 

Engineering, and Mr. Peter M. Rynearson, Controller, along with the following exhibits: 

• A-1 Move-Out Meter Initiative;  

• A-2 Mich Con Meter Move-Out Initiative 10 Year Plan - Cost of Service; 

• A-3 Pre-tax Rate of Return; 

• A-4 Mich Con Meter Move-Out Initiative 10 Year Plan – Customer Affordability; 

• A-5 Meter Move-Out Proposed Surcharge Calculation. 

Staff offered the testimony of Mr. Brian Ballinger, the Director of the Operations and 

Wholesale Market Division of the MPSC, along with the following exhibits: 

• S-1 Four-page excerpt of Todd Persells' Testimony and two-page excerpt of the 

June 3, 2010, Order in Case No. U-15895;  

• S-2 Meter Move-Out Activity Impacted Meters 2010;  

• S-3 Inside Meter Information - 11/1/10;   

• S-4 Mich Con response to Staff Audit Question. 

All of the testimony and exhibits were entered by stipulation.  2 TR 12.  Local 223 did 

not offer any evidence during the hearing.  Consistent with the schedule agreed to 

during the pre-hearing conference, the parties filed briefs, and Mich Con and Staff filed 

reply briefs.    

 

 



U-16451 
Page 3 

 
II. 
 

DISCUSSION AND FINDINGS  
 

Meter Move Out Program 
 

 In its Application, Mich Con identified the program as the “Meter Move Out 

Initiative.”  Subsequently, Mich Con agreed with Staff that for the sake of consistency 

with prior efforts, the program should be called the Meter Move Out program (MMO).    

2 TR 29, 66.  The MMO is intended to advance the benefits associated with locating 

gas meters outside a residence.  Mr. Ballinger testified those benefits                

include: eliminating the need for Mich Con to enter customer’s residences to read, 

repair or maintain meters, or shutoff gas during an emergency; reduce the number of 

estimated meter readings; more effectively control service theft and account arrearages 

that require termination of service; reduce expenses associated with lost gas, 

maintenance and operation; and improve safety by allowing easier access to a meter to 

inspect for leaks and corrosion.  2 TR 62, 67.  Mr. Persells identified additional benefits 

from relocating meters from inside a structure: minimize the effects of a gas leak; 

eliminate illegal and dangerous connections intended to bypass a meter, i.e. gas theft; 

and reduce the number of visits required to read or service a meter because the 

occupant is not home.  Exhibit A-1, pp. 18-20.  The MMO will also facilitate the 

identification and replacement of poor performing service lines. 1   

 As of November of 2010, Mich Con had 398,100 active and inactive gas meters 

located inside residences, with 86.3% of them located in Southeast Michigan.       

                                            
1 Mich Con has approximately 1.2 million service lines, of which 241,000 are constructed of obsolete 
materials, i.e. bare steel, CAB obsolete plastic or unprotected coated steel, which render them poor 
performing.  Exhibit A-1, p 7.   



U-16451 
Page 4 

Exhibit S-3.  That is a reduction from the 478,075 total inside gas meters Mich Con had 

in 2005, which is attributable, in large part, to various steps taken to relocate meters.  

For example, a pilot program in 2007 and 2008 (Pilot Program) impacted 7,498 meters 

in two Southeast Michigan ZIP codes. 2  The results of the Pilot Program, which led to 

cutting 1,075 meters due to theft and 591 meters because the residence was vacant or 

demolished, were used in formulating the MMO.  During the proposed 10-year period of 

the MMO (2012-2021), Mich Con also plans to relocate an additional 11,100 meters 

under a Main Renewal Initiative, which is a component of Case No. U-16407, currently 

pending before the Commission.  Exhibit A-1, p 15.   Mich Con also estimates that 

90,750 meters will be relocated as part of routine work during that 10-year period.  

Exhibit A-1, p 14.  Along with the impact to 127,900 meters by 2021 proposed in the 

MMO, approximately 229,750 inside meters, constituting 60% of the total inside meters 

in Mich Con’s system, will ultimately be relocated.  Further, the MMO anticipates 

replacement of 40% of the impacted meters will also have poor performing service lines 

that will be replaced.  Id., p. 8  3 

The MMO is proposed to commence in 2012, and entails a block-by-block 

process of impacting inside meters.  2 TR, 20.  The MMO does not propose to relocate 

all inside meters in Mich Con’s system for two reasons.  First, Mich Con contends such 

an extensive undertaking is cost prohibitive.  Second, relocating every inside meter is 

unnecessary because it would include areas where the incidences of gas theft and 

arrears are relatively low.  Mich Con contends the MMO strikes the proper balance 

                                            
2 A meter is “impacted” when a meter located inside a residence is removed, either to an outside location or 
entirely from the property because service is terminated.  Exhibit A-1, p 9.   
3 The service line replacement estimate is derived from the results of the 2008 segment of the Pilot 
Program, where of the 6,033 meters impacted, 2,733 service lines were deemed poor performing and 
replaced.  Exhibit A-1, p 8.         
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between achieving the benefits of relocating inside meters, supra, and the project is 

cost effective.  Exhibit R-A, p 5.  In regards to cost, Mich Con proposes to focus on 

areas with the highest percentage of contiguous inside meters.  Specifically, ZIP codes 

with more than 65% of their meters located inside a building.  Id., p 10.  Mich Con 

contends that focusing on discrete geographic areas such as ZIP codes is the most 

efficient utilization of resources, such as reducing the time required to drive between 

jobs.  To ensure the MMO alleviates natural gas theft, the program will focus on ZIP 

codes based on the results of a rolling 12 month theft investigation, along with areas 

with the highest rates of arrearages, which the Pilot Program indicated is a valid 

predictor of natural gas theft.  Id., p 9.   

The MMO is, to a large extent, predicated on the results of the Pilot Program, 

which replaced inside meters in two ZIP codes that were selected based on high levels 

of arrears and theft.  Id., p 8.  These criteria were utilized because the Pilot Program 

established that an area with a high level of arrears is an indicator of increased rates of 

natural gas theft.  For example, the two ZIP codes used in the 2008 portion of the Pilot 

Program had an arrear rate of 45.4% and a theft rate of 17.8%.  Id., p 9.  In addition to 

reducing theft levels, and the resulting lost gas savings, the Pilot Program also allowed 

Mich Con to reduce the cost of meter relocation by identifying steps that improved the 

process, such as using vacuum excavators to minimize restoration, increasing 

productivity due to the centralization of the work area, and standardizing meter sets.  

Id., p 9.   

Based on the foregoing, the MMO proposes to relocate meters in ZIP codes with 

over 65% of the meters located inside a building, and will provide the highest 
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percentage of theft savings. 4  The top 10 ZIP codes under these criteria are primarily 

located in the City of Detroit, and are proposed to be first areas where inside meters will 

be impacted under the MMO.  Id., pp 10-11.  Mich Con anticipates a lost gas savings of 

approximately 6% when the relocation is complete.  Id., p 11.  The process will entail 

impacting inside meters house by house, block by block and ZIP code by ZIP code, 

through the 10 year cycle of the MMO.  Based on the results of the Pilot Program, Mich 

Con predicts that of all of the inside meters in the project area, 72% will be relocated to 

the outside of the structure, 18% will be cut and capped due to theft, and 10% cut and 

capped at demolished or vacant sites.  The work will be performed by 67 full-time Mich 

Con employees who will focus on live natural gas tasks, and contractors who will 

perform construction work related to excavation and renewing service lines.  Id., p 15.  

Mich Con set its workforce requirements based on its expectation that of all the meters 

impacted under the MMO, 43% will require service line renewal, 29% will not require 

service line work, and 28% will be cut and capped.  Id., p 16.   

The proposed annual expenditure in the MMO is $22.3 million (2012 dollars), 

which includes service line renewals, with a total cost over the 10 year period of   

$243.3 million (assuming the current rate of inflation).  Id., p 16.  The total cost was 

developed, in part, based on the cost of impacting an individual inside meter, which 

ranges from $522 (cut and cap) up to $2,093 (relocate the meter outside the structure 

and renewing the service line).  Id., p 17, Figure 4.  These costs cover labor, material, 

restoration, tools and equipment, but not a 30% contingency factored into the annual 

                                            
4 Percentage Theft Savings is “an estimate of the theft reduction benefit…”, and “represents 50% of the 
expected theft losses that will be identified from the impacted meters in the identified location group based 
on the location group’s predicted level of inside meter theft.  Predictions are based off of actual theft levels 
on inside meters, and adjusted using data from the [Pilot Program].”  Exhibit A-1, p 11.  
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costs to cover the varied types of jobs and tasks anticipated to be encountered.          

Id., p 16.  Mr. Rynearson testified the Cost of Service for the MMO, which is depicted in 

Exhibit A-2, will increase from $1.9 million in Year 1 to $35.4 million in Year 10.             

2 TR 46. 5   In addition, a $36.4 million Cost of Service is calculated for an 11th year 

because Year 10 only includes average capital for the final year of actual construction.  

Year 11 is a demonstration of the full year impact of the 10 year construction period.  

Id., 48.  Under this proposal, the average annual cost per customer is $1.56 in Year 1, 

and rising to $30.83 in Year 10.  2 TR 48-49; Exhibit A-4.  A separate budget and 

project tracking that allows segregation of monitoring costs and expenditures will be 

established when the MMO commences in January of 2012.  2 TR 53.  Mich Con also 

intends to coordinate the MMO work with similar projects, such as the Main Renewal 

Initiative, and the City of Detroit’s consolidation efforts, in order to minimize costs.         

2 TR 24.   

Initially, Mich Con proposed to recover the capital expenses of the MMO in future 

rate cases, which would require they be filed regularly.  Dk #1, Application, p 5, ¶ 12;    

2 TR 53-54.  While this case was pending, Staff agreed “to allow carrying costs ‘return 

on’ the dollars spent each year for the MMO until they are included in rate base and 

base rates.”  2 TR 72.  Mich Con agrees to recovery of costs through a surcharge 

effective January of 2012, which it contends the Commission can and should approve 

effective with its Final Order.  2 TR, 59.6  However, Mich Con disagrees with Staff’s 

                                            
5 The Cost of Service are capitalized program costs, consisting of “return on” (the Pre-Tax Rate of Return 
needed to recover underlying Long Term Debt costs and a Return on Common Equity used to finance 
unamortized capitalized program costs) and “return of” (annual depreciation of capitalized costs recovered 
over the first 10 years of the program) program costs, along with annual expensed property taxes.            
T., pp 46-48. 
6 If the Commission is not prepared to approve a surcharge in this case, Mich Con proposes it do so in a 
special purpose proceeding based on the outcome of this case.   
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proposal to exclude associated depreciation and property tax because they are included 

in current rates.  Mich Con notes the depreciation and costs were incurred when the 

meters and service lines were installed prior to the mid-1960’s, and the levels will be 

different when they are impacted under the MMO between 2012 and 2021.  

Accordingly, the depreciation and property tax should be recovered.  Mich Con 

proposes a $0.58 monthly surcharge per customer, which is premised on its authorized 

number of customers and 12.20% pre-tax rate of return established in U-15985.    

Exhibit A-5.   

The MMO quantifies savings between $26.83 and $78.39 per impacted meter, 

and estimates its will provide an annual average operational savings of $650,000.  

Exhibit A-1, p 20-21.  These savings will come primarily through avoided lost gas costs, 

i.e. reducing existing theft, with less significant savings in labor costs through reducing 

the time required to perform Meter Assembly Corrosion checks and service calls by 

eliminating occurrences of being unable to access the structure.  Id., p 21.  Mich Con 

anticipates passing these savings along to its customers by incorporating them into 

future rate cases.  Id.  To keep the Commission apprised of the results of the MMO, 

Mich Con proposes to file annual reports beginning on March 31, 2013, that will provide 

a breakdown by ZIP code of meters impacted, costs incurred in relocating/retiring 

meters, gas theft discovered through the work, along with service lines renewed/retired 

and leaks remediated.   
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Objections to the MMO 
 

For three components of the MMO, Staff agrees with its provisions. 7  The first 

objection concerned the recovery of depreciation and property taxes for impacted 

meters and renewed service lines.  As set forth above, recovery of those costs are 

appropriate and should be included in the surcharge. Exhibit A-5.  The next objection 

concerns the MMO’s proposal to recover $22.3 (2012 dollars) during the first year of the 

program.  Staff asserts that during    Year 1, Mich Con should utilize the remaining 

$17.3 million in rates it was granted in U-15985 for the purpose of relocating         

14,600 meters in 2010.  Exhibit S-1, pp 5-6.  Since Mich Con only spent $3.5 million in 

2010 to relocate 1,853 meters, Staff contends it failed to fully implement the program 

and utilize the money paid by its customers for the program.  Exhibit S-2, 2 TR 68-69.  

Underlying this contention is Staff’s assertion that the MMO is an extension of the meter 

relocation program authorized in U-15985, and unless and until Mich Con demonstrates 

the ability to comply with the Commission’s June 3 Order in that case, the MMO is 

unreasonable.  2 TR 68.  Concomitantly, Staff argues Mich Con should not be able to 

collect the $22.3 million for Year 1 of the MMO, but rather should file new base rates to 

cover the difference between that proposed expenditure and the unspent portion of the 

$17.3 million authorized in the June 3 Order.  2 TR 72.       

Whether the MMO is an extension of the meter move-out required in the        

June 3 Order must be determined by the express provisions of that Order.  As noted, 

the June 3 Order directed Mich Con to file a detailed plan to relocate inside meters that 

                                            
7 Mr. Ballinger testified that in general, the MMO “will help the Company comply with the requirements of the 
Michigan Gas Safety Standards rules promulgated by authority granted the MPSC in Section 2 of PA 165 of 
1969, being statue 483.152 of the Michigan Compiled Laws, specifically: Rule 192.481 Atmospheric 
corrosion control: General, Rule 192.613 Continuing Surveillance and Rule 192.723 Distribution systems: 
Leak surveys. Staff also believes the MMO plan incorporates the principles of risk management and will 
serve the public interest.”  2 TR 67. 
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the Commission would review in a new docket.  The June 3 Order also adopted the 

provisions in the Proposal for Decision that required: the plan establish a method to 

monitor the program’s implementation; analyze customer’s ability to pay for it; 

recommend the appropriate size of the program; address the appropriate manner to 

recover capital costs from customers; and identify financing and segregation of 

expenditures from other capital spending.  2 TR 65.  Mich Con’s assertion that the June 

3 Order did not expressly approve a MMO, or approve capital expenditures for an 

accelerated program for the future relocation of inside meters is accurate when 

considering the terms of the June 3 Order.  Specifically, the June 3 Order approved 

$157.0 million in capital expenditures, including meter relocation, in 2010 and 2011.      

2 TR 58.  Capital expenditures for meter relocation beyond 2011 were to be addressed 

in the detailed plan Mich Con was to submit within 120 days of the June 3 Order.  That 

detailed plan is the MMO under review in this case.  Finally, in addition to the           

$3.5 million Mich Con spent in 2010 to relocate 1,853 meters, it has budgeted         

$17.6 million for meter move-outs in 2011.  2 TR 32.  Therefore, Mich Con will spend 

$21.1 million in 2010 and 2011 for meter relocation, which is in excess of the          

$17.3 million approved in the June 3 Order for base rates, and upon which Staff’s 

argument concerning Year 1 financing is premised.  Id.   

Based on the foregoing, it is recommended the Commission find the MMO is not 

a continuation of Mich Con’s previous meter relocation programs. It is also 

recommended the Commission find the $17.3 million in rates approved in U-15985 for 

meter relocation should not be included in the financing considerations of the MMO 

proposed to commence in January of 2012.   
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The second objection, which Local 223 joins, pertains to monitoring 

requirements.  The MMO proposes the filing of annual reports commencing on      

March 31, 2013, which, in general, identifies for the previous year the number of meters 

impacted by area, the cost, theft situations identified, service lines renewed, and leaks 

remediated.  Exhibit A-1, p 22.  Staff recommends annual reports be filed commencing 

on March 31, 2012.  Given the importance of identifying the steps taken to implement 

the MMO, Staff’s recommendation on this point should be adopted.  Staff also 

recommends the annual report provide the following information: 

1) A summary of the meters impacted by ZIP code in the Southeast Michigan 

service area and a total of the meters impacted in the Muskegon and Grand 

Rapids (Outstate) service areas for both the MMO and the routine meter 

relocation program. 

2) The dollars spent in the Southeast and the Outstate service areas for both the 

MMO and the routine meter relocation program with the relocation and/or 

retirement of the meters. 

3) The number of thefts identified in the Southeast and the Outstate service areas 

for both the MMO and the routine meter relocation program. 

4) The number of affected service lines renewed and/or retired in the Southeast and 

the Outstate service areas for the MMO and the routine meter relocation 

program. 

5) If the renewed service line had a pre-existing leak, the number of leaks 

remediated in the Southeast and the Outstate service area for the MMO and the 

routine meter relocation program. 
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6) The number of crews and size of crews assigned to the MMO in Southeast and 

Outstate service areas for the MMO and the routine meter relocation program. 

7) The number of contractor crews hired in the Southeast and the Outstate service 

areas to perform the MMO and the routine meter relocation program. 

8) The number of new hire employees in the Southeast and Outstate service areas 

to perform the MMO and the routine meter relocation program. 

9) If necessary, a detailed explanation as to why the goals for the 2011 MMO and 

the routine meter relocation program were not met. 

10)  A proposed plan for 2012 MMO program with targeted meters and dollars spent, 

if different from 2011. 

11)  Savings in lost gas, and operational and maintenance expenses in the 

Southeast and Outstate service areas. 8 

[2 TR 70-72.] 

Mich Con does not object to the reporting requirements concerning the MMO 

proposed in Items 1-5.  However, it does take issue with the request for data on “routine 

meter relocations” in Items 1-9.  Mich Con contends such relocations are often 

undertaken as part of routine work, such as service line renewals, and the cost involved 

is minor compared to that of the underlying project.  Thus, data concerning meter 

relocations is unavailable because it not separated from the overall tracking of the 

underlying project.  2 TR 35.  Rather, Mich Con contends the data can be obtained only 

with a customer information extraction from, and manual manipulation of, 1.2 million 

data records.  Exhibit S-4.  However, Mich Con acknowledges that “[f]rom time-to-time 

                                            
8 Staff has withdrawn Item 11, and notes the information should be incorporated into Mich Con’s next 
general rate case.  Dk 18, Staff’s Initial Brief, p 14.   
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[it] will extract inside meter information from its customer information system….”  Id. 9  

Such an extraction should be undertaken in order to verify the claim in the MMO that 

Mich Con expects to impact 90,750 inside meters over the next 10 years as part of 

“[r]outine meter relocation and removal….”  Exhibit A-1, p 14.  This is especially true 

given that the number of routine meter relocations Mich Con will undertake between 

2012 and 2021 was, assumedly, utilized to some extent in the formulation of the MMO’s 

size and scope.  Given the importance the June 3 Order attaches to relocating meters, 

along with the fact the MMO provides the number of meters Mich Con expects to 

relocate in the normal course of its operations, it is recommended the Commission 

adopt Items 1-9 as they pertain to the annual reporting of data concerning routine meter 

relocations.   

Mich Con also contends items 9 and 10, which seek information regarding the 

2011 MMO, is irrelevant because the proper focus is the period covered by the MMO 

under review in this case: 2012-2021.  Mr. Persells testified that in August of 2010, Mich 

Con commenced an “accelerated meter move-out operation….”  2 TR 38.  It is certainly 

not unreasonable to have Mich Con report the results of that effort in 2011, nor for it to 

provide a comparative analysis between the results in 2011 and 2012.  Therefore, 

Staff’s recommendations in Items 9-10 pertaining to its 2011 MMO should be adopted.  

This leaves Items 6-8, in which Staff recommends the annual report provide data 

workforce hires and deployment for the MMO.  Local 223 supports these requirements, 

along with the MMO in general, but seeks additional information in the report; the 

                                            
9 Exhibit S-3 indicates the number of inside meters in Mich Con’s system was reduced by 79,975 between 
2005 and 2010.  Mich Con notes this information pertains only to its GCR customers, which includes 
commercial customers, and not Gas Choice customers.  2 TR 41.  The significance of Exhibit S-3 is the 
information on the actual number of inside meters impacted over the course of 5 years, and not the type of 
customers who had their meter relocated.   
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number and size of crews assigned to the MMO and routine meter relocations; the 

number of existing employees, contractors, and new hires initially assigned to meter 

relocation in 2012; and in each subsequent year, the number and size of crews along 

with the number of then-existing employees and contractors assigned to meter 

relocation.  Mich Con objects to Items 6-8 based on its contention the information is not 

useful in assessing the efficiency or effectiveness of the MMO, and it constitutes an 

unnecessary administrative burden.  There is merit to this argument as it pertains to 

meter relocations performed in the normal course of operations, which are undertaken 

with general work crews, as opposed to crews specifically assigned to the MMO.  

Therefore, it is recommended reporting of workforce deployment for non-MMO meter 

replacements should not be required.  Conversely, the MMO states 67 field employees 

and contractors will engage in meter relocation full-time.  Exhibit A-1, p 15.  Therefore, it 

is feasible for Mich Con to identify the number and size of crews, along with a 

breakdown of employees, including new hires and contractors, working on the MMO.  

Thus, the reporting requirements in Items 6-8 pertaining to workforce deployment for 

the MMO is appropriate, and it is recommended the Commission require that 

information be provided in the annual reports.   

 
III. 

 
CONCLUSION 

 
 The MMO is reasonable and prudent if it is amended to authorize the collection 

of a surcharge as calculated on Exhibit A-5, contemporaneous with the expenditures 

required to implement the program.  Further, Mich Con should file annual reports 
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commencing on March 31, 2012 that provides the information proposed in the MMO 

(Exhibit A-1, p 22), along with the following information: 

1. A summary of the meters impacted by ZIP code in Southeast Michigan service 

area and a total of the meters impacted in the Muskegon and Grand Rapids 

(Outstate) service areas for both the MMO and the routine meter relocation 

program.  

2. The dollars spent in the Southeast and the Outstate service areas for both the 

MMO and the routine meter relocation program with the relocation and/or 

retirement of the meters.  

3. The number of thefts identified in the Southeast and the Outstate service areas 

for both the MMO and the routine meter relocation program.  

4. The number of affected service lines renewed and/or retired in the Southeast and 

the Outstate service areas for the MMO and the routine meter relocation 

program.  

5. If the renewed service line had a pre-existing leak, the number of leaks 

remediated in the Southeast and the Outstate service area for the MMO and the 

routine meter relocation program.  

6. The number of crews and size of crews assigned to the MMO.  

7. The number of contractor crews hired to perform the MMO.  

8. The number of new hire employees to perform the MMO. 

9. If necessary, a detailed explanation as to why the goals for the 2011 MMO and 

the routine meter relocation program were not met. 
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10.  A proposed plan for 2012 MMO with targeted meters and dollars spent, if 

different from 2011. 
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